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Political centralization and economic decentralization is the basic feature of 
China’s governance. Against this backdrop, the thesis discusses the impact of transfer 
payment on the industry agglomeration level.  
Firstly, the paper reviews the relevant literature about industry agglomeration, 
transfer payment and government competition, focusing on the relationship between 
industry agglomeration and economic growth, the formation mechanism of industry 
agglomeration, the game relation between equality and efficiency of transfer payment, 
and the generation and impact of government competition. Secondly, to judge the 
trends in industry agglomeration and transfer payment, the paper measures the 
agglomeration degree of China’s twenty-one manufacturing industries from 2004 to 
2010 by locational Gini index and concentration degree of the regions whose 
manufacture scales rank the top five, and makes kernel density estimations by using 
transfer payment data within the period 1995-2010. Thirdly, the author introduces the 
Riou Model (2006) of new economic geography regarding participation in 
government competition. According to the Riou Model, transfer payment is conducive 
to industry agglomeration, but government competition will reduce the efficiency of 
transfer payment; it is not always better to have more transfer payment, and there 
exists an optimal scale of it. At last, an empirical analysis of the above model is 
conducted by using the Chinese provincial panel data within the period 1995-2010. 
The empirical analysis has verified the Riou Model, and finds that the efficiency of 
transfer payment in East China is fairly high, while Central and West China faces 
great pressure of regional competition, and the efficiency of transfer payment is too 
low, with a scale probably higher than the optimal. 
For the above reasons, the paper provides several policy suggestions. First, 
assessment system of Chinese officers should be reformed to optimize form of 
government competition. Second, the government should clear the business authority 
between central and local governments, and improve transfer payment system. At last, 
the construction of hard environment and soft environment should be accelerated to 
promote the industry in Central and West China upgrade. 
There are three innovations in the paper. The first innovation is the idea. The 
paper combines government competition with transfer payment and discusses their 
logic. The second innovation is the perspective, that is, the author studies the gambles 
among governments under Chinese decentralization. The last innovation is the theory 
used in this paper. It attempts to explain the Chinese story by New Economic 
Geography Theory. 
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